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Abstract 
The paper aimed to explore, in the form of a questionnaire on the sample of 100 companies operating in Poland the extent of use 
of capital budgeting methods and also factors determining their selection. The empirical study enabled to partly positively verify 
H1, meaning that majority of the companies use methods recommended in textbooks: NPV (53%), sensitivity analysis (54%), 
scenario analysis (61%) and formalization of investment appraisal (81%). The study results also enabled to partly positively 
verify H2, and showed statistically significant positive influence on capital budgeting methods selection of such factors as: large 
size of company’s capital expenditure budget, foreign ownership and company size. The author believes that the study will 
bridge the gap in the MA literature and researchers will use its results to question current ideas and develop new theories. The 
results may also help practitioners to identify areas where recommended methods have not been implemented and their use could 
be beneficial for the company due to the fact that they facilitate activities which create value. 
© 2014 The Authors. Published by Elsevier Ltd. 
Peer-review under responsibility of the Kaunas University of Technology. 
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1. Introduction 
Capital budgeting decisions are one of the most important areas of company management. This area of companies 
practice draw attention of the researchers for many years but vast majority of research dedicated to the problem of 
capital budgeting was conducted in highly-developed countries mostly in North America, Australia and Western 
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Europe, i.e. Australia (Truong et al., 2008), Canada (Graham, Harvey, 2001), France (Brounen et al., 2004), 
Germany (Brounen et al., 2004), the Netherlands (Hermes, Smid, 2007), Sweden (Sandahl, Sjögren, 2003), the UK 
(Brounen et al., 2004), the USA (Graham, Harvey, 2001). Results of the studies are widely known especially in 
academic circles, and they had undoubtedly influence on the development of theory and its teaching as well as its 
practical use in companies.  
Studies investigating capital budgeting in countries which characterize of a lesser degree of development, most of 
all Asian countries but also countries from Central and Eastern Europe (CEE) are definitely less common, however 
one should mention two works: Kester et al. (1999) which is more than a dozen years old and embraces such 
countries as Hong Kong, Indonesia, Malaysia, the Philippines and Singapore as well as a work by Andor et al. 
(2011) which studied practices of ten CEE countries i.e. Bulgaria, Croatia, Czech Republic, Hungary, Latvia, 
Lithuania, Poland, Romania, Slovakia and Slovenia. The researches on capital budgeting methods use were also 
conducted in Poland (e.g. Rogowski, Kasiewicz, 2006) but they focused mainly on identifying the extent of diffusion 
of these methods. In the light of the above observations, some questions on capital budgeting practice in companies 
operating in Poland emerge: (a) are companies using capital budgeting methods recommended in textbooks? (b) is 
there a gap between recommendations and practice? (c) do companies use one method seen as the “best” or do they 
use a whole spectrum of methods? (d) are there any differences between companies of different characteristics (e.g. 
type of activity, size, origin of capital, magnitude of capital expenditure budget) in using those methods? (e) do 
companies in Poland use similar methods of capital budgeting as their counterparts in other countries? 
In the context of the above research questions, the aim of the paper was formulated – its aim is to study the 
practice of capital budgeting methods in companies operating in Poland and in particular to check what factors 
influence their selection. 
2. Method 
The research into practice and factors determining capital budgeting methods selection in companies operating in 
Poland was preceded by an extensive literature review. The review embraced literature on investment appraisal 
methods and organization of investment process, especially it included research into diffusion of capital budgeting 
methods and factors influencing their use (e.g. Graham, Harvey, 2001; Sandahl, Sjögren, 2003; Brounen et al., 2004; 
Daunfeldt, Hartwig, 2011). Results of the literature review enabled formulation of this work’s aim (see introduction) 
and it also helped to determine dependent and independent variables and made it possible to formulate the following 
hypotheses: H1 – companies operating in Poland use capital budgeting methods recommended by textbooks (Net 
Present Value – NPV, Weighted Average Cost of Capital – WACC, sensitivity analysis, scenario analysis, 
formalization of investment appraisal, monitoring investment during implementation and post-investment audit); H2 
– type of company’s activity (manufacturing or non-manufacturing), equity capital origin, company size and 
magnitude of capital expenditure budget influence the capital budgeting methods selection in companies in Poland. 
Survey research method has been selected to verify adopted hypotheses (the survey was based on 100 
questionnaires). In order to analyze capital budgeting methods in companies operating in Poland two basic groups of 
variables have been used – variables characterizing companies and variables characterizing capital budgeting 
methods used by the researched companies. The questionnaire contained multiple-choice questions, but respondents 
were asked to provide more expansive answers and comments. The author hopes that analysis of provided answers, 
depending on the characteristics of the researched companies (type of activity (manufacturing or non-
manufacturing), foreign origin of equity capital, size of company and magnitude of capital expenditure budget), will 
enable discovery of some regularities which will shed light on the practical use of methods recommended in 
textbooks, even if construction of the questions was not perfect. 
3. Results  
Hypothesis 1 was formulated to test if companies operating in Poland in terms of capital budgeting methods use 
the methods recommended by textbooks (NPV, WACC, sensitivity analysis, scenario analysis, formalization of 
investment appraisal, monitoring investment during implementation and post-investment audit). Carried out research 
enabled to verify hypotheses 1 partly positively, meaning that majority of the companies use four out of seven 
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methods recommended: NPV (53%), sensitivity analysis (54%), scenario analysis (61%) and formalization of 
investment appraisal (81%). Next three recommended methods are also used but by minority of the companies: 
WACC (36%), monitoring investment during implementation (28%) and post-investment audit (40%). In addition it 
should be stressed however that methods not-recommended by textbooks are also used but the extent of their use is 
smaller than recommended methods: Accounting Rate of Return – ARR (15%), Payback – PB (35%), Discounted 
Payback – DPB (32%), Marginal Cost of Capital – MCC (6%), cost of debt (24%) and arbitrary cost (14%). Use of 
individual capital budgeting methods in the researched companies and their frequency of use are presented in Table 
1. 
Table 1. Proportion of companies that use each capital budgeting method 
Capital budgeting method Recommended or not recommended Use %
1 Non use % 
Formalization of investment appraisal recommended 81% 19% 
Investment appraisal method used†:    
- ARR not recommended 15% 85% 
- PB not recommended 35% 65% 
- DPB not recommended 32% 68% 
- IRR not recommended 47% 53% 
- NPV recommended 53% 47% 
Discount rate used in DCF methods:    
- MCC not recommended 6% 94% 
- WACC recommended 36% 64% 
- cost of debt not recommended 24% 76% 
- arbitrary cost not recommended 14% 86% 
Methods of risk assessment:    
- sensitivity analysis recommended 54% 46% 
- scenario analysis recommended 61% 39% 
Monitoring investment during implementation recommended 28% 72% 
Post-investment audit recommended 40% 60% 
1 - for ARR, PB, DPB, IRR and NPV respondents who answered that they "always" (represented by the highest score - 4) or "almost always" 
(represented by 3) used a method are defined as "users". 
 
A more in-depth study of the relationship between the methods of capital budgeting used and selected 
characteristics of analyzed companies was carried out. In particular it has been tested how the type of activity 
(MAN), origin of equity capital (FOWN), size of company (LSIZE) and magnitude of capital expenditure budget 
(LCAPEX) influence: (1) investment appraisal methods used (ARR, PB, DPB, IRR and NPV), (2) discount rate 
used in DCF methods, (3) methods of risk assessment and (4) procedures used in investment appraisal. The results 
are presented in Table 2. 
Carried out research enabled to verify hypothesis 2 partly positively, meaning that: (1) large size of company’s 
capital expenditure budget (LCAPEX) has a positive influence on the use of 5 out of 7 recommended methods, (2) 
foreign ownership (FOWN) has a positive influence on the use of 4 out of 7 recommended methods, (3) company 
size (LSIZE) has a positive influence on the use of 3 out of 7 recommended methods and (4) company’s activity 
(MAN) has no influence on the use of methods recommended. 
The results of the research carried out on a sample of companies operating in Poland are largely consistent with 
results of studies conducted in CEE (e.g. Andor et al., 2011) as well as, but to a lesser extent, with results of studies 
in more developed countries in North America (e.g. Graham, Harvey, 2001), Asia and Pacific (e.g. Kester et al., 
1999; Truong et al., 2008) and Western Europe (e.g. Sandahl, Sjögren 2003; Brounen et al., 2004; Daunfeldt, 
 
 
† For questions regarding use of investment appraisal methods (ARR, PB, DPB, IRR and NPV) the answers range was between 0-4, were 0 
(zero) indicated that the method was “never” used and 4 indicated that the method was “always” used.
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Hartwig, 2011). The reasons for these differences (first of all lower diffusion of capital budgeting methods) may be 
varied. Firstly, the cross-country differences could be explained by cultural differences. Secondly, the differences 
may stem from discrepancies in institutional systems in these countries and the level of economic and human 
development. Thirdly, these differences may be due to relatively minor importance of capital market for Polish 
economy in comparison to countries in North America and Western Europe (especially the UK). Fourthly, the 
differences may stem from the fact that due to the difficulties in obtaining the data, the sample in the research was 
not random. 
Table 2. Spearman’s rank correlation coefficients of the independent variables and capital budgeting methods 
Capital budgeting method Recommended or not recommended MAN FOWN LSIZE LCAPEX 
Formalization of investment appraisal recommended -0,023 0,260* 0,091 0,198* 
Investment appraisal method used:      
- ARR not recommended -0,048 -0,101 0,214* -0,008 
- PB not recommended -0,028 0,169 0,092 0,018 
- DPB not recommended -0,131 0,140 0,256* 0,172 
- IRR not recommended -0,048 0,277** 0,289** 0,327** 
- NPV recommended 0,046 0,327** 0,283** 0,400** 
Discount rate used in DCF methods:      
- MCC not recommended 0,215* -0,137 -0,169 -0,116 
- WACC recommended -0,137 0,231* 0,321** 0,271** 
- cost of debt not recommended -0,075 0,148 -0,047 0,040 
- arbitrary cost not recommended 0,106 -0,047 0,080 -0,093 
Methods of risk assessment:      
- sensitivity analysis recommended -0,090 0,186 0,217* 0,270** 
- scenario analysis recommended 0,167 0,087 -0,058 -0,031 
Monitoring investment during implementation recommended 0,035 0,021 0,108 0,132 
Post-investment audit recommended 0,032 0,360** 0,140 0,244* 
* correlation is significant at the p < 0,05 level (two-tailed)    
** correlation is significant at the p < 0,01 level (two-tailed) 
4. Discussion/Conclusion 
The study on the use of capital budgeting methods was carried out by means of questionnaire on the sample of 
100 companies operating in Poland with the purpose to analyze the extent of use of the methods recommended by 
textbooks and also factors determining their selection. The study fills in the gap in the literature regarding capital 
budgeting practices in Poland by verifying two research hypothesis: hypothesis 1, stating that companies operating 
in Poland use capital budgeting methods recommended by textbooks and hypothesis 2, stating that type of 
company’s activity (manufacturing or non-manufacturing), equity capital origin, company size and magnitude of 
capital expenditure budget influence the investment appraisal methods selection.  
Hypothesis one was verified partly positively, meaning that majority of the companies use four out of seven 
methods recommended: NPV (53%), sensitivity analysis (54%), scenario analysis (61%) and formalization of 
investment appraisal (81%) – next three recommended methods are also used but by minority of the companies: 
WACC (36%), monitoring investment during implementation (28%) and post-investment audit (40%). Hypotheses 2 
was also verified partly positively, meaning that: (1) large size of company’s capital expenditure budget has a 
positive influence on the use of 5 out of 7 recommended methods, (2) foreign ownership has a positive influence on 
the use of 4 out of 7 recommended methods, (3) company size has a positive influence on the use of 3 out of 7 
recommended methods and (4) type of company’s activity has no influence on the use of methods recommended.  
Conclusions stemming from the research have both theoretical and practical significance. From the theoretical 
point of view, the research points out that companies operating in Poland employ the same methods of capital 
budgeting as companies in more developed countries, yet their use in Poland, in comparison to more developed 
countries is lesser. The study also revealed that there are differences in the use of capital budgeting methods in 
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Polish companies and other countries; it may be due to different institutional systems of these countries, level of 
economic or human development but also differences in the role of capital market in economy. 
From the practical point of view, companies considering modification or implementation of new methods of 
capital budgeting should be aware of the fact that these methods are commonly employed by companies which are 
their competitors in the global markets. Wider diffusion of better capital budgeting methods in companies in Poland 
could improve the effectiveness of investment decisions and, generally, increase company competitiveness. The 
results of conducted studies may help practitioners to identify areas in their companies where academic 
recommendations have not been implemented and their use could be beneficiary for the company due to the fact that 
they facilitate activities which create value of the company. 
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